
Medical Care Business Line

The Medical Care Business Line appropriation provides the resources to operate a
comprehensive and integrated health care system that supports enrolled veterans;
a national academic education and training program to enhance veterans’ quality
of care; administrative support for facilities; and capital investments necessary to
ensure that the infrastructure is adequate to support the delivery of quality health
care.  The mission of the veterans’ health care system is to serve the needs of
America’s veterans.  Enrolled veterans receive the needed specialized and primary
medical care and related social support services.  To accomplish this mission, the
Veterans Health Administration (VHA) is a comprehensive, integrated health care
system that provides excellence in health care value; excellence in service as
defined by its customers; excellence in education and research; and excellence in
timely and effective contingency medical support in the event of national
emergency or natural disaster.  
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The 2006 President’s budget includes the Medical Care Business Line with
budgetary resources of $30.7 billion, an increase of $752.2 million, which represents
a 2.5 percent increase over the 2005 estimate.  The request reflects an offset of $1.7
billion in appropriation for a comprehensive set of legislative, regulatory, and
management proposals that will continue to concentrate VA’s health care resources
to meet the needs of our highest priority core veterans - those with service-
connected conditions, those with lower incomes, and veterans with special health
care needs.  The construction component for the Capital Asset Realignment for
Enhanced Services (CARES) projects is $699.8 million, an increase of $105.7
million in direct appropriation over the 2005 estimate.  The overall business line
construction program has a net increase of $17.2 million due to the one-year
moratorium of funding for grants for State extended care, a reduction of $104.3
million, as VA begins a system-wide study of its long-term care services.  It also
reflects Medical Care Collection Funds (MCCF) of $2.6 billion, an increase of $635
million.  Of the $635 million, $424 million is for a proposed $250 annual enrollment
fee and an increase in pharmacy co-payments, and $211 million is for increased
workload and other legislative proposals.  The components of the Medical Care
Business Line are reflected in the following table.  
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VA is submitting the three-account structure as passed by Congress in 2005 with
two minor modifications.  First, VA proposes to combine the VHA portion of the
three construction accounts into the Medical Facilities appropriation, and second,
to realign medical care research support funding from each of the three medical
care appropriations to the Medical and Prosthetic Research appropriation.

Although VA is proposing the Medical Care Business Line structure explained in
the previous paragraph, we are providing the table below which reflects the three
medical care appropriations and the Medical Care Collections Fund (MCCF) in the
structure enacted in P.L. 108-447, the Consolidated Appropriations Act, 2005.  The
purpose of providing this table is to display the resources requested in the
President’s budget in the Congressionally-enacted structure of the 2005
Appropriations Act.  The medical care appropriations are totaled on the table to
compare the 2005 to 2006 change in the total direct appropriations traditionally
required for the medical care program.  In the structure enacted by Congress, VA
is requesting $27.8 billion in direct appropriation an increase of $111.3 million, or
.4 percent, over the 2005 estimate.  

The Medical Care Business Line resources, for each account combined into the
business line, are reflected in the following chart. 
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The transformation in the VA health care system continues.  Events such as
changes in health care financing, provisions of new services, expansion of
community-based outpatient clinics, new collaborative arrangements, and new
technologies continue to impact the evolving marketplace.  Profound changes have
occurred in the health care system and even more change is expected as the
Department continues to enhance quality, increase access, improve service
satisfaction, and optimize patient functioning.  VA’s transformation has led to a
truly coordinated continuum of care and a system characterized by achievement of
performance outcomes to improve services to veterans.  VA continues to evolve its
national, integrated health care delivery system.  The future system will require VA
components to function together and in concert with public and private health care
facilities, to meet the health care needs of the enrolled population, and to minimize
duplication of services.  This system will promote efficiency, assure high-quality
care, and provide optimal access for the veteran population.  

Medical Workload Growth and Quality of Care

Although VA continues to experience growth in the medical system workload, it is
growing at a more moderate rate than in past years.  The total number of users
grew by 64 percent from 1996 to 2003.  During this 7-year period, the percentage
increase in comparatively higher income veterans (Priority 7-8) far exceeded the
growth in the total patient population; the number of priority 7 and 8 patients was
12 times higher in 2003 than it was in 1996.  This unprecedented growth led VA to
suspend the enrollment of new Priority 8 veterans on January 17, 2003, in order
to focus its resources on health care for the Department’s core constituents.  This
budget assumes that VA will continue to suspend the enrollment of new Priority 8
veterans.

VA experienced an annual growth rate of 4.1 percent in 2004 as the number of
patients treated increased from 5.0 million in 2003 to 5.2 million in 2004.  During
2004, VA treated over 155,000 new patients among VA’s highest priority veterans,
Priority 1 through 6, and the number of Priority 7 and 8 veterans treated increased
by over 13,000.  

VA continues to focus its health care system priorities on meeting the needs of our
highest priority veterans.  The number of patients within this core service
population that we project will come to VA for health care in 2006 will be 7.8
percent higher than in 2004.  By highlighting our focus on our core constituency,
we will continue to produce the desired change in the composition of the veteran
population that uses our health care services.  During 2006, 71 percent of those
using VA’s health care system will be veterans with service-connected conditions,
those with lower incomes, and veterans with special health care needs.  The
comparable share in 2004 was 66 percent.  In addition, we devote 87 percent of our
health care resources to meet the needs of these veterans.  Due to their advancing
age and multiple medical problems, our highest priority veterans require much
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more extensive care that requires significantly more resources, on average, than
lower priority veterans.  In 2006, VA anticipates treating 3.7 million in this core
population, an increase over 2005 of 3 percent, or over 107,000 new patients.  As a
direct result of the policies proposed in this budget, the Department expects to treat
203,000 (or 16.6 percent) fewer patients in the lower priority groups (Priorities 78)
in 2006 as compared to the estimate for 2005.

To further address the increasing health care workload and to ensure that VA
continues to provide timely, high-quality health care to our core population, the
budget request includes cost-sharing policy proposals focused primarily on
veterans with comparatively higher incomes.  These proposals would require
lower priority veterans to assume a greater share of the cost of their health care.
While veterans with comparatively higher incomes will pay annual enrollment fees
and higher pharmacy co-payments, the budget eliminates co-payments for
veterans receiving hospice care and for former Prisoners of War.  In addition, the
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budget includes a provision that allows VA to pay for emergency room care
received in non-VA facilities for enrolled veterans.

The history of VA medical service provides insight into whom we treat and why
we must propose significant changes in current policies.  The modern VA health
care system began during World War I with establishment of hospitals to treat and
rehabilitate veterans with service-connected disabilities.  A second role was added
in 1924 with the addition of hospital care for lower-income veterans.  Higher-
income veterans were added on a resource-available basis in 1986 (with the
provision that these veterans pay a portion of their care), and comprised about 2
percent of veteran patients.  In 2004, these veterans represented 25 percent of VA’s
patients and 31 percent of the enrollees.  The following chart illustrates the 1999-
2006 changes projected in veteran enrollment by these two major priority
groupings.  

Although the overall veteran population is projected to decline over the next 10
years, the demand for VA health care services continues to increase due to the
aging of veterans and the comprehensive health care services offered to veterans,
including favorable pharmacy benefits; the national reputation of VA as a leader in
the delivery of quality health care; long-term care services; and improved access to
health care with the opening of additional community-based outpatient clinics.  All
of these factors have put a severe strain on VA’s ability to continue to promptly
deliver quality health care, especially for veterans with service-connected
conditions, those with lower incomes, and veterans with special needs.  The
enrollment decision directly addressed this situation and will continue to help
ensure that more health care resources are available to meet the needs of its core
population, especially those with disabilities that are the result of military service.  
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VA’s appropriation request of $30.7 billion is comprised of five major components.
First, VA is proposing a comprehensive set of legislative and regulatory proposals
that will continue to focus the VA health care system on care for service-connected
disabled veterans as well as veterans with lower incomes and those who have
special health care needs.  To address the growth in the number of health care users
and to ensure that VA continues to provide timely, high-quality health care to our
core population, these proposals focus primarily on veterans with comparatively
higher incomes.  The major components of this set of proposals are described
below:

• Assess an annual enrollment fee of $250 for all Priority 7 and 8 veterans.
Priority 7 veterans have incomes above $25,843 for a single veteran and below
the HUD geographic means test level.  Priority 8 veterans are those with
incomes above $25,843 for a single veteran and above the HUD geographic
means test.  The HUD geographic means test is established at a local level such
as county.

• Increase a Priority 7 and 8 veteran’s share of pharmacy co-payments from $7 to
$15 for a 30-day supply of prescriptions paid by veterans who have a greater
ability to absorb these co-payments.  These two proposals will more closely
align VA’s co-payments and fees with other public and private plans.

• Focus institutional long-term care services on VA’s highest mission priority
veterans - those veterans injured or disabled while on active duty, including
the veterans returning from Operations Enduring and Iraqi Freedom, those
veterans needing short-term care subsequent to a hospital stay, and those
veterans requiring hospice or respite care.  To ensure fairness and consistency,
VA proposes to use these eligibility requirements for VA sponsored long-term
care services across all venues – VA, community, and State nursing homes.  This
long-term care policy will provide the full spectrum of long-term care service to
service-connected and catastrophically disabled veterans with special needs,
while continuing to provide post-hospitalization care, hospice care, respite care
and non-institutional care to all enrolled veterans. Current patients receiving
nursing home care will continue to receive care until discharged. 

Second, VA is proposing additional legislative or regulatory proposals that are
designed to expand or modify health care benefits for the Nation’s veterans.  

• The emergency care legislative proposal would give VA the authority to pay for
insured veteran patients’ out-of-pocket expenses for emergency services if their
emergency care is obtained outside of the VA health care system.  This proposal
ensures that all veterans, insured or non-insured, have consistent optimal
health care, including care for any emergency condition.

• VA is requesting permanent authority and an annual spending level of up to
$130 million for the Homeless Providers Grant and Per Diem Program.
Currently, VA is authorized to conduct this program through September 30,
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2005, with an annual spending level of $99 million.  These additional funds will
be used to assist faith-based and community-based organizations to further
develop programs and services for homeless veterans.

• VA recommends a legislative proposal that will eliminate the 1998 average
daily census (ADC) nursing home capacity requirement which currently
requires the staffing and level of extended care services provided by VA every
year be the same as the staffing and level of services provided in 1998.

• VA is proposing to exempt co-payment requirements for hospice care provided
in any VA setting.  Currently, veterans receiving hospice care may be subject to
a co-payment, which can vary depending upon the type of VA facility or setting
in which the care is given.  This proposal would eliminate the co-payment
requirement for all hospice care provided in a VA setting so that veterans could
equitably receive hospice care in any VA facility.

• VA is proposing to exempt former Prisoners of War (POWs) from co-payments
for extended care services.  Public Law 108-170, Veterans Health Care, Capital
Asset, and Business Improvement Act of 2003, provided VA with the authority
to exempt former POWs from the medication co-payment.  Former POWs now
have no co-payment for hospital and medical services.  

• VA is requesting that the maximum payable rate for the Director of Nursing
Programs be made comparable to the pay cap for other incumbents of the
Senior Executive Service pay system to attract and retain highly skilled nurse
executives.

• VA will, under its current regulatory authority, eliminate the current policy of
placing veterans’ co-payment charges on hold pending payment by insurance
companies.  Veterans will receive a bill for their co-payment concurrently with
VA billing insurance companies for the care.  This revised procedure will
streamline operations and increase revenue.

Third, VA is requesting additional resources of $975.2 million to care for nearly 5.2
million unique patients.  The $975.2 million is comprised of an increase of $117.2
million for appropriation funding, $635 million for collections, and $223 million
from reimbursements and utilization of prior year’s unobligated funds.  VA will
deliver community-based health care to the patients who require more health
services as they age.  VA forecasts an increase in workload and utilization for our
core veterans from an actuarial model that projects workload and costing for the
enrolled veteran population that will require basic benefits from the VA health care
system.  The changing health care demands reflect veterans’ increasing reliance on
pharmaceuticals; the advanced aging of World War II and Korean conflict veterans,
many of whom are in greater need of health care; and the outcome of high veteran
satisfaction with VA health care delivery.  This request also ensures that veterans
or servicemembers returning with an injury from Operations Enduring and Iraqi
Freedom have timely access to the Department’s special health care services; this
includes treatment for spinal cord injuries, traumatic brain injuries, post traumatic
stress disorder, prosthetics, and rehabilitation of the blind.  It also provides funding
to care for active-duty servicemembers, Reservists, or National Guard members
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who served in a theater of combat operations that are eligible for hospital care,
medical services, and nursing home care for injury or illness potentially related to
their combat service for a period of 2 years after the members release from the
military service.

VA’s budget request focuses on the Secretary’s priority of providing timely and
accessible health care that sets a national standard of excellence for the health care
industry.  To address this priority, the Department has set a 2006 performance goal
of 94 percent for the share of primary care appointments that will be scheduled
within 30 days of the desired date.  For appointments with specialists, the
comparable performance goal is 93 percent.  

Fourth, VA is proposing additional management savings of $590 million in 2006
which will partially offset the overall cost of the projected growth in workload and
utilization.  These efficiencies will be achieved through improved standardization
policies in the procurement of supplies, pharmaceuticals, and other capital
purchases, as well as in other operational efficiencies such as consolidations.

Fifth, the budget provides capital investment resources of $750 million that are
required to restructure the delivery of health care services to the Nation’s veterans.
Within this level of funding in 2006, VA is aggressively moving forward with major
and minor projects identified through the Capital Asset Realignment for Enhanced
Services (CARES) process.  This request supports the national CARES decision
document released by the Secretary in May 2004.  The CARES process is the most
comprehensive, system-wide approach to, and ongoing process for, identifying the
demand for VA care and projecting into the future the appropriate function, size,
and location of VA facilities.  The CARES plan will ensure that VA is a health care
system that balances the need for acute inpatient capacity to meet the needs of
aging veteran enrollee population, the growing demands for outpatient services,
and rehabilitation needs of special disability populations such as veterans with
spinal cord injury, blindness, and traumatic brain injury.  

VA’s cooperative efforts with DoD continue to improve the health care delivery
services to support the President’s Management Agenda and Congressional
mandates.  The departments have improved cooperation in a variety of areas
through the VA/DoD Joint Executive Council (JEC) structure.  The JEC, co-chaired
by the VA Deputy Secretary and the DoD Under Secretary for Personnel and
Readiness, sets priorities for the VA/DoD Health Executive Council (HEC) and the
VA/DoD Benefits Executive Council (BEC).  The JEC implemented a revised Joint
Strategic Plan (JSP), which articulates goals for collaboration, establishes priorities
for partnering, launches processes to arrive at joint policy decisions and
operational guidelines, and institutes performance monitors.   The HEC and BEC
serve as forums for interagency policy development and senior leader oversight.
The Departments identified priority items to improve access to quality health care
and reduce the cost of furnishing services.  
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VA and DoD plan to further institutionalize the VA/DoD partnership by
accomplishing the following: 

• Accelerating joint capital asset planning;
• Combining separate VA and DoD hi-tech medical equipment contracts and

beginning joint purchases;
• Converting DoD’s Distribution and Pricing Agreements (DAPA) to VA’s

Federal Supplies Schedule (FSS) pricing for medical and surgical supplies; 
• Continuing work on joint procurements for pharmaceuticals; and 
• Ensuring the interoperability between the DoD Clinical Data Repository (CDR)

and the VA Health Data Repository (HDR) to achieve an interoperable,
bidirectional medical electronic record based on existing standards.

In 2004, the cooperative efforts between VA and DoD increased the number of joint
pharmacy contracts.  At the end of 2004, there were 81 joint pharmacy contracts.
These two departments continued work on the comprehensive Memorandum of
Agreement to combine all the medical and surgical supplies by converting DoD’s
DAPA to VA’s FSS pricing to avoid redundancies.  The departments are building
a single Federal pricing catalog that will be searchable and available on-line for the
department’s respective customers.  The resultant product is to be released early
2005.  At the end of FY 2004, VA and DoD had a total of 14 joint contracts in place.
Following review through a competitive process, twelve projects were funded at a
cost of $30 million in 2004 through the DoD VA Health Care Sharing Incentive
Fund.  These projects involve a wide range of services including telemedicine
projects, women’s health services, a joint cardiac catheterization lab, a joint dialysis
unit, and the opening of a joint clinic.

The VA installations by category are provided below.
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In 2006, the Medical Care Business Line requires an increase in total resources of
$975.2 million.  The $975.2 million is comprised of an increase of $117.2 million for
appropriation funding, $635 million for collections, and $223 million from
reimbursements and utilization of prior year’s unobligated balances.  These
increases are offset by a decrease of $1.7 billion in appropriation from a
comprehensive set of legislative, regulatory, and management proposals that will
continue our efforts to concentrate the VA health care system resources on our
highest priority core veterans – those with service-connected conditions, those with
lower incomes, and veterans with special health care needs.  The programmatic
changes, described below, highlight VA’s major 2006 operational requirements.

• Increase of $858.9 million for payroll costs to support full-time equivalent (FTE)
employment of 190,299 and an increase of $539.7 million for inflation and rate
changes.

• Increase of $409.6 million for increased workload demand and patient
utilization of medical services for VA’s core veterans.  VA will deliver
community-based health care to 5.2 million users who require more health
services as they age.  This increase is derived from an actuarial model that
projects workload and costing for the enrolled and user population that will
demand benefits from the VA health care system.  The utilization projections
are based on private sector benchmarks adjusted to reflect the VA health care
services package, veteran age, gender, morbidity, reliance on VA versus other
health care providers, and degree of health care management.  The changing
health care demands reflect veterans’ increasing reliance on pharmaceuticals;
the advanced aging of many World War II and Korean veterans who are in
greater need of health care; and the outcome of high veteran satisfaction with
VA health care delivery.  This initiative also includes an increase of $186.9
million in collections that will result from third-party insurance collections and
first-party other co-payments due to increased workload and utilization as well
as through improvements in the collections process.

• Increase of $117.5 million for additional CHAMPVA and CHAMPVA for Life
claims.

• Increase of $100 million and 627 FTE for VA’s mental health initiative to deliver
equitable access to care and an integrated system of mental health and
substance abuse care that is readily available to veterans across the nation.  This
request is based on the findings and recommendations of the Veterans Health
Administration’s (VHA) Mental Health Strategic Plan Workgroup (MHSPW).
The MHSPW was guided by the VA Mental Health Task Force to eliminate
deficiencies and gaps in the availability and adequacy of mental health services
VA provides across the country.  The task force identified four major
deficiencies and gaps preventing veterans with mental illness and/or substance

3B-14 2006 Budget Highlights



abuse from getting the care they need and deserve.  These deficiencies and gaps
are:  variability and gaps in care; reduction of VA substance abuse treatment
programs; lack of a national plan for consistent provision of a full complement
of care and supportive services, and; lack of involvement and input of mental
health leadership into decisions that affect the care of veterans with mental
illness.  The task force concluded that VA’s ability to provide a full continuum
of care for veterans with mental disorders is highly variable among Veterans
Integrated Service Networks (VISNs) and within VISNs.  It also concluded that
there are large gaps in the overall availability of ambulatory, inpatient,
residential rehabilitation, and long-term care services in some parts of the
veterans’ health care system.  The MHSPW is preparing the first VHA Mental
Health Strategic Plan and has taken the charge of the task force and the
recommendations of the Action Agenda of the President’s New Freedom
Commission on Mental Health Care to form the basis of its plan.

• Increase of $100 million for prosthetics for increased workload associated with
the purchase and repairs of prosthetics and sensory aids to improve the
veterans’ quality of life.  Over the past 3 years, VA has experienced an average
increase of 15 percent in costs of direct patient care related to prosthetics.  The
number of individual patients VA treats each year has increased from 590,000
in 1998 to 1.4 million in 2004.  VA also anticipates additional amputees will
enroll in the VA health care system each year as a result of the conflict in Iraq.
The prosthetics and sensory aid appliances include all aids, appliances, parts or
accessories which are required to replace, support, or substitute for a deformed,
weakened, or missing anatomical portion of the body.  

• Increase of $75.5 million in additional funding for physician and dentist pay
reform enacted in Public Law 108-445 that simplifies and improves pay
provisions for physicians and dentists to meet VA’s current and long-term
strategic needs for market-sensitive and performance-based compensation to
retain and recruit the highest quality physicians.

• Increase of $13 million for the Homeless Grant and Per Diem program to
provide additional grant funded beds to support homeless veterans.

• Decrease of $440.7 million and 4,364 FTE associated with implementing a
comprehensive set of legislative and regulatory proposals designed to
concentrate health services on VA’s highest priority veterans.  These proposals
will assess an annual enrollment fee of $250 for Priority 7 and 8 veterans;
change Priority 7 and 8 veteran’s share of pharmacy co-payments from $7 to
$15; and prioritize veterans care in VA and community nursing homes to those
veterans injured or disabled while on active duty, including veterans returning
from Operations Enduring and Iraqi Freedom, those veterans needing short-
term care subsequent to a hospital stay, and those veterans requiring hospice or
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respite care.  The enrollment fee and increased pharmacy co-payment proposals
are estimated to increase collections by $424 million. 

• Decrease of $214.5 million for additional legislative or regulatory proposals that
are designed to expand or modify health care benefits for the Nation’s veterans.
These proposals are described below:

° Provide VA the authority to pay for insured veteran patients’ out-of-
pocket expenses for emergency services if their emergency care is
obtained outside of the VA health care system ($43.1 million).

° Provide permanent authority and authorize an annual spending
level of up to $130 million for the Homeless Providers Grant and Per
Diem Program.  Currently, VA is authorized to conduct this program
through September 30, 2005, with an annual spending level of $99
million.  VA is proposing increasing this program from $86 million
to $104.7 million, a total increase of $18.7 million.  Of the $18.7
million increase, $13 million is from within VA’s current spending
level of $99 million and an additional $5.7 million increase is
required for the legislative proposal ($5.7 million). 

° VA is requesting that the maximum payable rate for the Director of
Nursing Programs be made comparable to the pay cap for other
incumbents of the Senior Executive Service pay system to attract and
retain highly skilled nurse executives ($37,000).

° Exempt former Prisoners of War (POWs) from co-payments for
extended care services (-$49,000 in collections).

° Prioritize veterans’ care in State nursing homes by reimbursing State
homes only for care for veterans who meet the following criteria:
Priority 1-3 veterans who require short-term and long-term
maintenance care; Priority 4-8 veterans who require short-term care;
and all priority veterans who req uire long-term maintenance care
for conditions that require specialized care not readily available in
the community (such as traumatic brain injury or ventilator
dependency) (-$293.5 million).

° Exempt co-payment requirements for hospice care provided in any
VA setting.  This proposal would eliminate the co-payment
requirement for all hospice care provided in a VA setting so that
veterans could equitably receive hospice care in any VA facility (-
$5,000 in collections).
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° Eliminate, by regulation, the current policy of offsetting veterans’ co-
payments with collections from insurance companies (+$30.3 million
in collections).

• Decrease of $590 million for additional management efficiencies in 2006 that
will partially offset the overall cost of the increased workload and utilization.
These savings will be achieved through improved standardization policies in
the procurement of supplies, pharmaceuticals, and other capital purchases, as
well as in other operational efficiencies.

• Increase of $105.7 million for VHA construction for CARES.  VA is requesting
$699.8 million in direct appropriation for major ($539.8 million) and minor
construction projects ($160 million).  Additionally, VA is requesting $50 million
from the sale of assets and enhanced-use lease proceeds through the CARES
process.  Of the $50 million, $28 million is from enhanced-use lease proceeds
and $22 million is from the sale of assets.  The CARES plan will ensure that VA
is a health care system that balances the need for growing demands for
outpatient services, acute inpatient capacity to meet the needs of aging veteran
enrollee population, and rehabilitation needs of special disability populations
such as veterans with spinal cord injury, blindness, and traumatic brain injury.

• Decrease of $104.3 million for Grants for State Extended Care Facilities.  This
decrease is the result of a one-year moratorium in 2006 on VA providing grants
to States for construction of extended care facilities.  VA intends to complete a
review of its long-term care infrastructure, comparing projected demand
against capacity. The 2006 budget temporarily halts grants to fund
construction of new state extended care facilities to ensure that future
construction aligns with the results of this review. The budget also includes a
long-term care policy that will provide the full spectrum of long-term care
service to service-connected and catastrophically disabled veterans with special
needs, while continuing to provide post-hospitalization care, hospice care,
respite care and non-institutional care to all enrolled veterans. To ensure
consistency, these policies will be adopted throughout VA, community, and
state homes.

• Increase of $13 million for the DoD and VA Health Care Sharing Incentives
Fund.  This initiative provides funding for VA and DoD to establish a joint
incentive program to carry out a program to identify and provide incentives to
implement creative sharing initiatives at the facility, intra-regional, and
nationwide levels.   VA and DoD are working jointly on twelve projects that
involve a wide range of services including telemedicine projects, women’s
health services, a joint cardiac cathertization lab, a joint dialysis unit, and the
opening of a joint clinic.
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Workloads and Workload Indicators

The 2006 budget provides for the medical care and treatment of 771,763 inpatients
with an average daily census of 47,911 and outpatient medical visits totaling 61.6
million.  Workloads and indicators of the medical care and treatment programs are
shown in the following tables. 
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Capital Investments

In the 2006 President’s budget, VA is requesting $750 million for capital
investments of which $699.8 million is in direct appropriation and $50 million is
from the sale of assets and enhanced-use lease proceeds through the CARES
process.  Of the $50 million, $28 million is from enhanced-use lease proceeds and
$22 million is from the sale of assets.  This is an increase of $51.4 million for capital
investments over the 2005 estimate.  Capital investments consist of major and
minor construction projects and grants for construction of State extended care
facilities.  All construction projects proposed for 2006 have been reviewed through
the Capital Asset Realignment for Enhanced Services (CARES) process.  In January
2005, VA announced a contract with PricewaterhouseCoopers to complete the
studies for 21 sites.  CARES is designed to provide greater access to quality care
closer to where most veterans live.  It allows VA to expand outpatient services and
provide more of the care veterans want and use.

Major and Minor Construction (VHA portion)

The 2006 President’s budget request includes $699.8 million in direct
appropriation and $50 million from the sale of assets and enhanced-use lease
proceeds through the CARES process for major and minor construction, an
increase of $155.7 million over the 2005 estimate.  Funding for construction
provides for constructing, altering, extending, and improving any VA facility.  This
includes planning, architectural and engineering services, CARES activities,
assessments, and site acquisition where the estimated cost of a project is $7,000,000
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or over for major construction and less than $7,000,000 for minor construction.  P.L.
108-170, raised the minor construction threshold from $4,000,000 to $7,000,000.

VA is requesting $750 million for the major and minor projects identified through
the CARES process.  This request supports the national CARES decision document
released by the Secretary in May 2004.  This budget request is also consistent with
the 5-Year Capital Plan published on June 28, 2004, which will be updated for
2006 projects and will be published shortly after the release of the budget.
Although several additional follow-up studies are required at approximately 21
sites, this decision document outlines the blueprint for modernizing and
restructuring VA’s health care system.  This effort will require a sustained level of
capital investment to restructure the delivery of health care services to the Nation’s
veterans. 

CARES is a comprehensive, system-wide approach to, and ongoing process for,
identifying the demand for VA care and projecting into the future the appropriate
function, size, and location of VA facilities.  The CARES process is the most
comprehensive assessment of VA’s capital infrastructure and the demand for
health care ever achieved.  It is based upon sophisticated actuarial models that
forecast future demand for veterans’ health care, calculate current supply, and
identify future gaps in infrastructure capacity.  The CARES plan will ensure that
VA is a health care system that balances the need for acute inpatient capacity to
meet the needs of aging veteran enrollee population, the growing demands for
outpatient services, and rehabilitation needs of special disability populations such
as veterans with spinal cord injury, blindness, and traumatic brain injury.  VA will
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establish priorities for individual projects through the normal capital asset
planning process, which includes the development of detailed cost data on
proposed projects to confirm their cost effectiveness. 

VA will open new high-priority Community-Based Outpatient Clinics (CBOCs);
realign and consolidate inpatient and outpatient services; expand enhanced-use
leases for assisted living and other compatible uses; improve access to inpatient
and outpatient care through community contract services; expand, renovate, or
replace nursing homes; increase the use of telemedicine to support specialty care
needs; and eliminate 3.6 million square feet of vacant space.

A significant amount of new capital funding is required as VA continues to
implement aggressively the CARES decisions.  In 2006, VA will be consolidating
multi-campus hospitals such as in Pittsburgh and Cleveland; designing or
constructing new medical care facilities in such places as Las Vegas, Nevada;
Anchorage, Alaska; and Biloxi, Mississippi; seismically correcting existing facilities
in Long Beach, California, and San Francisco, California; and engaging in other
priorities such as correcting patient privacy and designing clinical additions.  

The major construction projects for VHA are displayed in the following chart.
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Grants for Construction of State Extended Care Facilities

Resources for grants for construction of State extended facilities provides for grants
to assist States to acquire or construct State nursing home and domiciliary facilities
and to remodel, modify, or alter existing hospital, nursing home, and domiciliary
facilities in State homes, for furnishing care to veterans.  This program decreases as
a result of a one-year moratorium in 2006 on VA providing grants to States for
construction of extended care facilities.  VA intends to complete a review of its
long-term care infrastructure, comparing projected demand against capacity.
The 2006 budget temporarily halts grants to fund construction of new state
extended care facilities to ensure that future construction aligns with the results of
this review. The budget also includes a long-term care policy that will provide the
full spectrum of long-term care service to service-connected and catastrophically
disabled veterans with special needs, while continuing to provide post-
hospitalization care, hospice care, respite care and non-institutional care to all
enrolled veterans. To ensure consistency, these policies will be adopted
throughout VA, community, and state homes.

Department of Veterans Affairs Capital Asset Fund (CAF)

The CAF provides for costs associated with the transfer and future transfers of real
property; enhancing medical care services to veterans by improving patient care
facilities through construction projects; and transfer, lease, or adaptive use of a
National Register of Historic Places properties.  Receipts to this account will be
realized from the transfer of real property in accordance with P. L. 108-422.  This
is a no-year revolving fund.   VA is proposing appropriation language under the
restructure that will allow these funds to be used under the Medical Facility
appropriation for construction purposes.
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Medical Care Collections Fund

VA estimates collections of more than $2.5 billion, representing over 8 percent of
the available resources in 2006 and an increase of $635 million, a 32.5 percent
increase over the 2005 estimate.  In 2004, Public Law 108-199, the Consolidated
Appropriations Act, 2004, consolidated all collections into the Medical Care
Collections Fund (MCCF).  This fund now consists of pharmacy co-payments,
third-party insurance collections, first-party other co-payments, enhanced use
revenue, long-term care co-payments (formerly Veterans Extended Care Revolving
Fund), Compensated Work Therapy Program (formerly Special Therapeutics
Rehabilitation and Activities Fund), Parking Program (formerly Parking Revolving
Fund), and Compensation and Pension Living Expenses Program (formerly
Medical Facilities Revolving Fund).  The objective of consolidating all collections
into the MCCF is to improve planning, simplify systems, enhance the recovery of
funds, and focus on accountability for medical collections. 
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Medical Care Collections Fund

Public Law 105-33, the Balanced Budget Act of 1997, established the Department of
Veteran Affairs Medical Care Collections Fund (MCCF) and requires that amounts
collected or recovered after June 30, 1997, be deposited in this fund.  VA has the
authority to collect inpatient, outpatient, medication, and nursing home co-
payments; authority for certain income verification; authority to recover third-
party insurance payments from veterans for non-service connected conditions; and
authority to collect revenue from enhanced use leases.  Public Law 108-7, the
Consolidated Appropriations Resolution, 2003, granted permanent authority to
recover pharmacy co-payments for outpatient medication.  VA’s authority to do
income verification with the Social Security Administration and Internal Revenue
Service was extended through September 30, 2008, by section 402(d) of Public
Law 106-419, the Veterans Benefits and Health Care Improvement Act of 2000.
Public Law 107-135, Department of Veterans Affairs Health Care Programs
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Enhancement Act of 2001, extended the authority to recover third party insurance
payments from service-connected veterans for nonservice-connected conditions
through October 1, 2007. 

Improving Collection in the Future

• With the establishment of the VHA Chief Business Office (CBO) an expanded
revenue improvement strategy has been formulated that combines the 2001
Revenue Improvement Plan with a series of additional tactical and strategic
objectives targeting a combination of immediate, mid-term, and long-term
improvements to the broad range of business processes encompassing VA
revenue activities.  Following guidance articulated in the President’s
Management Agenda, the Chief Business Office has pursued its current
revenue improvement strategy by modeling industry best performance.  To that
outcome, the strategies now being pursued include establishment of industry
based performance and operational metrics, development of technology
enhancements, and integration of industry proven business approaches
including the establishment of centralized revenue operation centers. 

• Accurate insurance information is critical for VHA to maintain and exceed its
current levels of recoveries.  The past few years have seen a dramatic decline in
inpatient days of care provided and a large increase in the number of outpatient
clinic visits.  This shift translates into lower revenues for inpatient services and
higher revenue for outpatient care.  VHA has mandated that all facilities
establish patient pre-registration, to include the use of software that assists in
gathering and updating the patient insurance information files. 

• VA is working with the Centers for Medicare/Medicaid Services (CMS)
contractors for the purpose of providing VA with a Medicare-equivalent
remittance advice (MRA) for veterans who are using VA services and are
covered by Medicare.  These MRAs will reflect the deductible and coinsurance
amounts that Medicare supplemental insurers will use to reimburse VA for
health care services VA provided to veterans for their non-service connected
treatment.  Improved revenue collections by VA are the expected outcomes of
providing remittance notices along with VA claims to health plans that provide
coverage secondary to Medicare.

• Leveraging the health care industry’s migration to national standard electronic
data exchanges under the Health Insurance Portability and Accountability Act
(HIPAA), the following initiatives are underway to add efficiencies to the
billing and collections processes.  
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• The electronic Insurance Identification and Verification (e-IIV) project is
providing VA medical centers (VAMCs) with an automated mechanism to
obtain veterans’ insurance information from health plans that participate in the
electronic data exchange.   VA is pursuing enhancements to e-IIV which will
provide additional insurance information stored by other government agencies
(Internal Revenue Service; Centers for Medicare and Medicaid Services; and
Social Security Administration).

• The electronic Payments or Third Party Electronic Data Interchange Lockbox (e-
Payments) initiative was implemented in October 2003. e-Payments enables the
receipt and posting of third party electronic payments and remittance advices
from health plans against third party health care claims.  The software will
continue to be enhanced to allow more efficient processing of electric payments
and useful reporting.  Complete benefits of the software will not be realized
until all payers fully transition to HIPAA capability.

• Enhancements to existing electronic Claims (e-Claims) software are being
implemented in VA to incorporate new requirements of the HIPAA Electronic
Transactions and Code Sets Final Rule.   

• The e-Pharmacy Claims software is currently being tested.  The addition of this
functionality in the VistA system provides electronic outpatient pharmacy
claims processing.  This enhancement provides real time claims adjudication for
outpatient pharmacy claims.

• The VA is currently working on a congressionally directed pilot project which
involves the replacement of the VistA Billing and Accounts Receivable software
products with commercial-off-the-shelf (COTS) patient management, billing,
and accounts receivable software.  The Patient Financial Services System (PFSS)
pilot encompasses both the integration of the COTS software into the VistA
clinical environment and the introduction of improved business processes.  The
PFSS project is scheduled to be piloted in VISN 10 at the Cleveland VA Medical
Center in the fall of 2005.  The objectives of the PFSS pilot include the following:

° increasing the accuracy of bills and documentation;

° reducing operating costs, 

° complying with VA and Centers for Medicare and Medicaid Services
(CMS) policies;

° generating additional revenue;

° reducing outstanding accounts receivable;

° increasing accuracy of bills to and payments received from insurance
carriers; and 

° enhancing data capture and integrity, and decreasing time to bill.  
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Medical and Prosthetic Research Business Line

The Medical and Prosthetic Research Business Line appropriation is comprised of
both the Medical and Prosthetic Research and the Medical Care Research Support
accounts.  The Medical and Prosthetic Research account is an intramural program,
whose mission is to advance medical knowledge and create innovations to advance
the health and care of veterans and the nation.  It supports research that facilitates
and improves the primary function of VHA, which is to provide high quality and
cost-effective medical care to eligible veterans and contribute to the Nation’s
knowledge on disease and disability.  This appropriation provides funds for the
conduct of the VA’s Medical, Rehabilitation, Health Services, and Cooperative
Studies research programs.  The Medical and Prosthetic Research appropriation
request of $786.0 million supports 48 percent of the research effort, with the balance
coming from other Federal appropriations as well as private sources.  It is expected
that non-VA funding will increase in 2006. 

Medical Care Research Support, previously paid from the Medical Care
appropriation, contributes funding towards the indirect cost of the VA Research
and Development program and is estimated to be $393.0 million in 2006.  This
includes: facility costs of heat, light, telephone and other utilities associated with
laboratory space; administrative cost of human resource support, fiscal service, and
supply service attributable to research; research’s portion of a medical center’s
hazardous waste disposal and nuclear medicine licenses; and, most importantly,
the time clinicians devote to their research activities.  Over 72 percent of VA
investigators are clinicians, who provide direct patient care to veterans in addition
to performing research.  This activity will now be reflected in the Medical Research
Business Line.  
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Overall, VA is projecting a $49.2 million increase in total research resources of $1.7
billion, a 3 percent increase.  For direct appropriation, VA is requesting $786.0
million, which is a 0.2 percent increase over the 2005 level, and $47.2 million in
grant funding.  The $49.2 million increase is due to an increase of $47.2 million for
non-VA grant funding from federal and private research programs and an increase
of $2 million in direct appropriation funding.  VA will realign its research funding
to focus on those programs that are most important to the health care of veterans.
The following table summarizes the budgetary resources for the Medical and
Prosthetic Research Business Line activities.  In addition to receiving direct support
for VA initiated research from appropriated funds, VA clinician/investigators
compete for and obtain funding from other Federal and non-Federal sources.  Their
success is a direct reflection of the high caliber of VA’s corps of researchers who are
able to work in an environment conducive to research.  In addition to outside
funding, the Medical and Prosthetic Research program receives support from the
Medical Care appropriation, which funds laboratory facilities and ancillary
support services and pays a portion of clinician/investigators’ salaries.

Veteran health issues are addressed comprehensively in the four program
divisions as follows:

Bio-medical Laboratory Science Research and Development Service– Bio-medical
Laboratory Science Research will encompass all basic science and pre-clinical
research, including but not limited to anatomy, biochemistry, biophysics,
microbiology, virology, neuroscience, engineering, materials science,
pharmacology, physiology, genetics, molecular biology, and animal models of
human diseases.

Clinical Science Research and Development Service – Clinical Science Research will
encompass interventional and observational studies in humans, including but not
limited to pharmacological and surgical studies.  Single subject, pilot studies,
feasibility trials and cooperative studies will all be funded and managed by the
Clinical Research Service.  
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Health Services Research and Development Service – Health Services Research will
manage and fund research related to population studies, health economics, quality
of care, and epidemiology.  Translational studies for applying best practices will
also be an important continuing role for HSR&D.

Rehabilitation Research and Development Service – Rehabilitation Research and
Development will fund and manage all research related to chronic disabling
conditions in veterans, including but not limited to nervous system diseases and
injury, limb loss, rehabilitation engineering, and chronic medical conditions.
Studies of rehabilitation treatment efficacy, rehabilitation outcomes, and
ascertaining the impact of rehabilitation strategies on Cure and Care will be a
fundamental component of the RR&D portfolio.

In 2006, the research program will continue its strong support of projects
originated in prior years.  In addition, it will continue its strong commitment and
increased emphasis on Designated Research Areas (DRAs) highly relevant to the
health care needs of veterans. 

For the Medical and Prosthetic Research Business Line, a total of $786.0 million and
5,931 FTE will provide 48 percent of the $1.7 billion total research funding and
support over 2,655 high-priority research projects focused in Designated Research
Areas (DRAs).  The number of projects is expected to decrease by 62 from the 2005
level.  The other funding comes from other federal and private medical research
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organizations such as the Department of Defense and National Institute of Health.
This level of funding will allow the research program to maintain research centers
in the areas of Gulf War illnesses, diabetes, heart disease, chronic viral diseases
(e.g., HIV/AIDS), Parkinson’s disease, spinal cord injury, prostate cancer,
depression, environmental hazards, and women’s issues, as well as rehabilitation
and Health Services Research and Development (HSR&D) field programs.  VA will
continue to seek to increase non-appropriated research funding from the private
and public sectors.  The 2006 request will maintain the research effort directed
towards improving veterans health and care.

The Functional Research Portfolio pie chart that follows shows the distribution of
VA’s research among five different types of investigative approaches.  The
investigator-initiated research and multi-site trials portion of the portfolio make up
82 percent of the entire program.  This is indicative of the openness of the system
to new ideas.
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The Designated Research Areas (DRA) listed above represent areas of particular
importance to our veteran population.  Because of the multiplicative nature of
research, many individual research projects have a bearing on more than one DRA.
For example, heart disease relates both to chronic disease and aging.  This research
helps us perform our mission “to discover knowledge and create innovations that
advance the health and care of veterans and the nation.”  
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Canteen Service Revolving Fund

Current revenues finance this revolving fund and provide for the maintenance and
operation of the Veterans Canteen Service at all VA hospitals and domiciliaries.
The canteens provide reasonably priced merchandise and services to comfort
veterans in hospitals, nursing homes, and domiciliaries.

Medical Center Research Organizations

Veterans’ Benefits and Services Act of 1988 (Public Law 100-322) authorized “VA
Research and Education Corporations” to be created at Department of Veterans
Affiars medical centers.  This program has been known as the “Medical Center
Research Organizations” after Congress expanded the Non-profit Research
Corporations authority to include education (Public Law 106-117).  This public law
authorizes Department of Veterans Affairs’ medical center nonprofit organizations
to provide a flexible funding mechanism for the conduct of research.  These
organizations derive funds to operate various research activities from Federal and
non-Federal sources.  This fund is self-sustaining and requires no appropriation to
support these activities.
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General Post Fund, National Homes

This trust fund is used to promote the comfort and welfare of veterans in hospitals
and homes where no general appropriation is available.  The fund consists of gifts,
bequests, and proceeds from the sale of property left in the care of VA facilities by
former beneficiaries who die leaving no heirs or without having otherwise
disposed of their estate.  Donations from pharmaceutical companies, nonprofit
corporations and individuals to support VA medical research can also be deposited
into this fund.  

No appropriation funding is being requested for the transitional housing loan
program for 2006 because no loan activity on this program has occurred since its
inception in September 1994.  Although there were numerous inquiries about the
program and requests for application materials, to date only one complete
application has been received (which was disapproved due to the financial status
of the organization and planned use of loan proceeds).  
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